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The atterlal readtoeaa of ths fleet la reported to bo progressively 
deteriorating because of « growing shortage of repair part* and equipage * and 
to a lessor degree, consumable material aboard ship. These shortage# are said 
to bo the result of Inefficient supplies mod «or.iipago Fuads to procure the 
required inventory to fill allowance and mat ats hAm* levels of support eotaJv 
liehed tgr tho Fleet Co^u*a«r.i This condition has also been amphaeisod ty 
the Coiwarider in Chief $*$. Pacific Fleet-,* ***£ the General Accounting Office* 3 



As an osassplo of ths nature and scope of this problem, tho S eno r al 
Accounting Office reverted* 

fler review disclosed that the pmsarorfeieea of . . . individual Jfcwjr 
cea&mfe and service ships of the Atlantic and Pacific fleets vss being 
wrloualy affected ty their inability to obtain repair ports and other 
mteriol repaired far combat readiness although such materiel vss avail- 
able in the stock ftsid inventory. V* found that the immediate cense for 
this was the insufficiency of coasnmer funds needed ter , • . ships to 
pordbass this sa&erial frasa the stock fends. ?h# inability to obtain the 
needed oalerial MgaificanUgr contributed to or ms directly reap<mslble 
for . • . ship® being operated without certain essential mterie.1 m board 
that would bt needed in an emergency.* 1 

Over tbs years various funding methods have been used to finance 



%.S., Ocrrsaader ia Chief tf.3. Atlantic fleet, letter serial 2?36AlAhO 
of 30 August 1362* 

%*$., Ccmwider in Chief C.S. Pacific Fleet, letter serial 7U/ID&7 *f 
26 larch 13®. 

%.S., Gansral Accounting Office, Ragwrt on Review of Stock Funds and 
delated Corumacr Funds in the Oepart«eent ort^'fcnse ," ^art IX,' 'liccesSar 8 ~' !#•$. 

^ Ibid. , p. 3. 
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inventories of spare parts, equipage, and ooMnauble material^ aboard s hip, 
but as evidenced by the recent concern of the fleet comandera and others, 
these methods have not prerids d adequate inventory levels. In recant years 
considerable time has been devoted to the study of this problem, and several 
revised methods for funding shipboard inventories have been proposed. 

These proposals, while varying in detail, may be summarised into three 
basic systems* 

a. Continue present stock fund/ consumer fund concept with stock fend 
financing extended to all ships with central storerooms. 

b. Fund repair parts and other combat material through direct appro- 
priations from Congress with subsequent msagement in an Apprepri~ 
at ion Purchase Account. 

c. Continue the present stock fund/consumer fund concept, modified by 
excluding certain categories of material from stock fund financing. 

It is the objective of this study tot 

a. Present the present system for funding shipboard inventories. 

b. Identify the major problem areas and deficiencies of the present 
system. 

c. Present the advantages and disadvantages of the proposed systems. 

d. Present recoissendations for consideration. 

There is no evidence of an y funding problem in maintaining adequate 
shipboard Inventories of provisions and resale items, and they will not be 
considered within the scope of this study* 

%ote* The term material is more commonly used today and will be used 
in lieu of materiel, except when quoting frees sources using the latter term. 
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The Kavy isms «ev©r*l isethorfo for framing the varices costs of operating 
ship# of the active fleet; however, there era two basic systems used to finance 
inventories of isaterial m the ships. The on® meat extensively used is a stock 
fe»d/eo nsvraer fond system! in which contra! inventoriea are initially procured 
■under Use Savy Stock Fund end are charged to eonawssr funds whan issued to the 
•hips, ths other qystoss is an approprlation/free issue aystteu* in which central 
inventories are initially procured under general appropriations and issued free 
of charge to ths ships* 

In order fully to appreciate the significance of these two aystcie in 
tha present funding pattern, it is mccssary briefly to review the past history 
and development of Use stock fund concept end to determine the source of stoci. 
funds and conouaor funds. 

Prior to about 18?0, supplies required for nasal use vers procured iy 
the various technical bureaus and financed from annual appropriations* Each 
technical bureau deterained its ova requirements, and performed its own pur- 
chasing* storing, accounting, and issuing functions. Lavs enacted in 1$90 and 
1891 transferred the responsibility for purchase, storage, and issuance of 



%•$*, Departrsent of Usfaass, Assistant Secretary of Defense, Comptroller , 
Operating SMnd/Stock fund Btuafe , October 1962, p, 7U* 

2 Xbid., p, 62, 
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supplies to the Bureau of Supplies and Accounts, but did net change th» Eethsd 
of funding. 3 The Bureau of Supplies and Accounts had boon given Aha roaponai- 
bility b«jt not the aonay. to correct this deficiency, the Act of raroh 3, 1893 
established the perssarisni Mavnl Supply Fuad. The act read as follows* 

And the Secretary of the Treasury la barely authorised and directed to 
cause general account of advances to be charged with the mm of two hundred 
thousand dollara, which amount shall he carried to the credit of a peroaacwt 
naval-supply fund to be used under the direction of th® Secretary of the 
Kavy la the purohaae of ordinary cocmt'clal supplies for the naval service, 
and to h© rci&burood froa the proper n®r®l sppropriatt ons wtewer the sup- 
plies purchased under said funds *r# Issued for use.-* 

Three features of this Act are worthy of special note. The money was 
transferred fro* the "General Account of Advances** and not frees the general 
fund of tits treasury, Only ordinary camerci&l supplies could be purchased 
with the fund, and the fund was to be a&intoined by reinbursessent frees the 
proper naval appropriations upon Issue of the stock for use. 5 

Tftla revolving fund concept lam exerted an influence on the nanagananA 
of the fund throughout its existence. % the simple expedient of Halting the 
total mamt of the fund. Congress has boon able to control the quantity end 
value of tasral lnvontoriea.6 %■ Halting the use of the fund to purchases of 
ordinary comarcial supplies, purchases of other categories of waterlel cotv 
timed to b© ssade frm annual appropr latiocs . 

The limitation established In 1893, soon proved inadequate and additional 
fanda were authorised la each of the years 189?, 1898, 1899, and 1902. 



Robert D* Fisher, "The Ussy Stock Hand* (unpublished Piaster* a thesis. 
School of Government, The George laahksgteei Snlvorsity, uasfedngtaa, B.C., 

1962), pp. 3-5. 

%.S„ 27 Stat. 723, 

%.S., Navy Bapartaarit, Bure** of Supplies and Accounts, History of Kpval 
Stock Ftmd and Haval Supply Aoooant , .151*5 (Jsi»op*aq^®d), p. 10. ’“** 

Wisher, op. ctt «, p, 7, ?Xbtd . 
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The demands of the fund continued to increase and when additional funds 
could not bo obtained froc Congress, the acting Secretary of the JJavy author- 
ised the transfer of all "common general stock* to the perwanont supply fond 
in 1907* The Secratary of the Navy did not approve of this action and ordered 
it reversed. The Secretary's order vac vigorously opposed tgr the Paymaster 
General, end a series of legal and political maneuvers ensued. 

To settle tlis issue, Congress passed the Act of Juno 25, 1910, which 
established the Naval Supply Account end provided that* 

All stores on hand July first, nineteen hundred and ten, shall be 
charged to a naval sux>p2y account an the records of the Bureau of Supplies 
and Accounts, and all purchases of stock or expenditures for Rwamfacfcurod 
or repaired articles for stock at navy yards or station, (hiring the fiscal 
years nineteen hundred and eleven and nineteen hundred and twelve, shell be 
charged to this account and be paid for frosa "General account of advances.* 

The amount so advanced during the fiscal years nineteen hundred and 
eleven and nineteen hundred and twelve shall be charged to the proper 
appropriations as these stores are consumed frosa stock, and when disburse- 
ments made for all other purposes are acccrssplished, the amount so charged 
shall be returned to "General account of advances® by pay or counter 
warrants: Provided, however, that such material as provisions, clothing 

and. snail stores, medical stores, and such other materials as the Secre- 
tary of the Kavy may deslpist*, m& be purchased by specific appropria- 
tions or transferred to specific appropriations before such materials 
arc issued for use or consumption. The said charge, however, to any par- 
ticular appropriation shall be limited to the amount appropriated there- 
for.? 

Tbia act brought all of the stores in the naval establishment into mo 
fund. The only limit on the fund as a result of this act was the amount set 
up on the hooka of the Treasury in "General account of advances" which waa the 
sum end total of the annual naval appropriations.!® It also continued author- 
ity to purchase certain materials from specific appropriations at the dlacre- 



^History of tlx? naval Stock Fund ( Supra , p. k ), pp. lh-20. 

%.S., 36 Stat. 792. 

!®John V. Hempstead, *A Stucfcr of the Kavy Stack fund 3393-1952" 
(unpublished blaster's thesis. The American University, Washington, 5.C., 
1953), p. 26. 
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Uon of the* Secretary of the Savy. 

The Act of March h, 1911, (36 *tat. 1279) abolished the pernaMnt naval 
Sappier 2 \ Kid established In 1093 and taade the "aval Supply Account established 
ty the Act af Jane 25, 1910 pcrs8aEitetit.il 

Frews 1911 to 1921, the HewtiL Supply Account rasseiaad, with oaa asccsptica, 
virtually wjchansod in so far as new legislation m& concerned. legislation 
passed in 191 ?j, provided for crediting the value of all stores, eqoipago, «M 
smiles turned in £ro« ships to the current appropriation concerned. It also 
provided that such aseisats #0 credited could he- used for the ears purposes as 
the appropriation credited, this action was designed to relieve the annual 
appropriation# from being charged twice for the ease a&terlal.l* 

The Act of inarch 1, 192115 returned the fund to the permanent type of 
fund it had been la 1893. The fund was capitalised at an arount equal to the 
value of stores In the Naval Supply Account ert 31 March 1921, The else of the 
fund vats no longer directly dependent upon the else of the anaijfcl appropriations 
The fund heoafes the separate entity it la today and except for ehanges ia its 
RSffle and aaoemt of capitalisation, the basic principles under which tbs 1921 
fund was established rmrnin virtually unchanged.^ 

The value of the fund as of 30 Jen® 1921, was* $265,662,73-5.01, of which 
SEpprosdlaat «2y £250 sillier; was Invested in supplies, through occnory Measures, 
congressional roappropristions, and operating loaves in ensuing years, fc.ho fund 
was reduced to spprexinately $?0 Million an >0 Jan© 1939. 

In 1939, tli© request for m appropriation to the? Xml Stock Account- 
fund vas Increased ty one aillion dollars to finance additional aeronautical 



u Ibid, f p. 2?. Ig Ibid., pp. 28*29. 

*30.8., hi 3 tat. 1169. 
iJj H*^3#tead, op. clt ., pp» 32-33. 
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and ship material. Congress thought the larger part of this material was 
purchased for immediate use and should be purchased binder the appropriation 
concerned, and the request was refused.!- This was the beginning of the 
return to buying technical Material from appropriated funds instead of the 
stock fund. Oa 16 July 19U1, the Paymaster General, Admiral Spear, appearing 
before Subcommittee of the Committees on Appropriations, Reuse of Represent- 
atives, reported that technical sateriala that were peculiar to one branch of 
the service were not carried in the Naval Supply Account Fund. 16 

It was not until after the declaration of the Rational Scergenqy on 5 
September 1939* and the resulting build up la naval forces, that Congress 
would authorise additional appropriations to the fund. After the outbreak of 
World War II the fund was built up rapidly by one appropriation after another, 
and the name was changed from the Naval Supply Account Fund to the Racy Stock 

Fund. 17 

At the time of the attack on Pearl Harbor the ships afloat, as well os 
shore activities, accounted for K&ral Stock Fund stores in the same manner, 
in other words, the supplies on board ships were carried in the Navy Stock 
Account and were charged to the appropriate ajpropr iat ten as the material was 
issued. This involved considerable paperwork afloat and was not considered 
leasable in war tiao.l^ On February 1, Congress authorised t4* Navy 

to expend "the balances of supplies and raaterl&ls on board Naval vessels on 
January 1, 19U2 B from the Havy Steek Account without charge to current 
appropriations . 

After World War II, an effort was node to return the ships to the 



I SHletory of the Navy Stock Fund (Supra , p. k)> pp» hO-66. 

1 ^1 bid . , p. 67 . l ?Ibid . , pp* 66-67. I s Ibid . , pp. 67—70. 

56 3 tat, 77. 
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prewar By 8 ten. 

The stocks of "general stores" carried, aboard "ships with Supply Depart- 
ments" were once again financed under the Stock Fund. The smaller ships, 
destroyers and smaller, carried Supply Corps Officers designated "Stores 
and Disbursing Officer". The stocks of materials carried on these ships 
were expended to end use and placed in the custody of the departments which 
had ordered then. The Korean War brought the usual attack on "paperwork 
afloat" coupled with increased emphasis on the proposition that fleet 
inventories should be under the control of the fleet and 3toek funding of 
shipboard stocks was again abolished. It was decided that shipboard inven- 
tories of general stores and repair parts could be managed and controlled 
through the use of allowance lists and load lists. These stocks were 
charged to fleet operating funds when transferred to the ships, tenders, 
and repair ships. Appropriation accounting ended at "tidewater". 20 

It should be reemphasized at this point, that not all types of material 
used aboard ships were carried in the Naval Stock Account. The categories of 
material financed under the Navy Stock Fund during Fiscal Year 1952, included 
only: general stores (general consumables of all types), vehicular equipment 

repair parts, special shipboard electrical fittings and fixtures, clothing, 
provisions and ship store stock, and fuels and lubricants. 21 Technical repair 
parts and most items of equipage wore not carried in the Navy Stock Account. 
Those items were purchased by the responsible technical Bureaus from annual 
appropriations and carried in the supply system in a stores account known as 
the "Appropriation Purchases Account" until issued to the ships. Since these 
items had been initially charged to an annual appropriation at the time of pur- 
chase, they were not charged to this ships* operating funds when issued to the 
ships. They were "free issue" as far as the ships' funds were concerned. 

The ability to control the total investment in inventories through the 
use of stock funds impressed the members of the first Hoover Commission. The 
work of this Commission resulted in the passage of Title IV of the National 



20pisher, op. cit ., p. 25. 

21u.S., Navy Department, Bureau of Supplies and Accounts, The Navy Stock 
Fond, Annual Report, Fiscal Year 1952> NavSandA Publication 263. — - 
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Security Act of 194?, 03 Section U05 of wJiioh authorised tlie Secre- 

tary of Oefeass to "require the establishment of working-capital furxla in the 
Departaent of Defease for the purpose of (1) H&malng inventories of ouch 
stores, supplies, xaatsrlsls, end equiocont os be say designate.* Two factors 
significant to the future operation of the fbwgr Stock fund end f!sa»clng of 
shipboard inventories resulted fren tMs set* »5iacs this tine the aeastasy 
accent of the .fund has been regulated through the regular Usdgct&xy and appor- 
tioeweet process,**^ a^d cost categories of technical repair parts essid equip- 
age have been transferred fro® appropriation turn ding to the ?favy Stock Itsnd. 

for exsraple, electronics itaas were transferred to the Navy iitock Acotrsit 
on 1 July 1953, ships* repair parts were traaaf erred on 1 July 1957, and ord- 
nance repair parts were transferred on 1 July 1953. In each case, a a iteraa or 
categories of ssateriai were transferred from the Appropriation Pertiaures Account 
to the H«vy Stock Account, they beeaer* chargeable to the ships* operating 
funds, fodsy the only categories of material carried in inventory aboard ohip 
which are not canned in the Havy Stock Account are technical aeronautical and 
aerologies! isaterial, Barest of Ships specie! EOterial, and technical sadtaanoe 
aaterial.^* 

Vith the continued migration, of shipboard typo material frw the 
Appropriation Purchases Account to the Savol Stock Account, it feecaasc increas- 
ingly difficult to finance stocks on board fleet issue chips, tenders, and 
repair ships at an acceptable level, to reduce the drain, on operating funds, 
stock fund financing m® extended to float Issue ships in 1955. In X959» stock 
fund fineoojUif was extended to iisvmtories aboard four tenders and repair g&&ps 

^0.3,, Public Law 21S, August 10, 

^Heher, op. olt ., p. 12, 

Dcpart^fc of the 8«vy, Office of the Comptroller, :i«vy 
'^^iraller Baaaal t ?otea» 8 , par. 022211. 



10 

on a test basis. As a result of this test, stock fund financing wcs subsequent- 
ly extended to all tenders and repair ships. 

Today there are two variations of the stock I and/ consumer fund oystem 
and the appropriation/ free issue system eaqplcyed to fund shipboard inventories. 
On tenders, repair ships, and fleet issue ship©, inventories of S&val Stock 
Account type material are carried on board the ships in the fiaval Stock Account, 
and the ships* operating funds are charged when the material is issued for use. 
On all other types of ships, Haval Stock Account material is charged to the 
ships 1 operating funds at the time it is issued to the ship. Appropriation 
Purchase Account material is issued free of charge to all ships. 

The consumer funds for tha operation, and maintenance of thx active fleet 
ships are appropriated ty Congress under the appropriation, Operation and 
Maintenance, Kwy. The Bureau of the Budget apportions the funds to the Depart* 
meat of Defence by quarter, at the appropriation level. The Department ©f 
Defease makes the funds available to the Coopt roller of the Kavy on « quarterly 
basis by the issuance of SB Form. 3isQ. Both the apportionment and the 3D Form 
3hS limitations are legal limitations under P-.S. 36 79.2^ 

The Comptroller of the Savy allocates the Ships and facilities portion 
of the Operation and Baintenanee, Savy funds to the Bureau cf Ships, The 
Bureau of Ships provides each fleet commander 0 ou'oallocation of funds which 
includes specific budget projects for regularly scheduled overhauls, restricted 
availabilities, and supplies and equipage. In fiscal Tear 1?63» the Unary has 
established a liadtation on the supplies and equipage funds for each fleet 
ee wan der.*6 



^Operating Fund/Steck Fuad Stucfor (Supra , p. 3), pp. 39-bQ 
2 %id., p. IjQ. 
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Ssppliss and equipage funds ar® alloiod ty the fleet eosettslsrs to each 
of their subordinate type consider*, These alletssents ere alec legal lifcite- 
tiocs, Bach type camsndsr is responsible for the financial mmm&ment of ell 
ships coder his coonsnd, md authorises each ship is charge the type comsad 
sHotseni for the nseesssry operating costa, supplies, and sqaipags. The type 
csnssndsrs sre net satberiaed to eubsUot fond® to iadividcsl ships, but they 
ere permitted to establish operating target amounts (OFEifcR) for ©ash ship* 2 ? 
These 0FE4R3 arc intended to present the type ceaasn£te*a estiwi# of the 
ship’s requirements for a stated period of tine* In actual practice, they 
represent the asouat they type colander can afford to let each ship spend, 
rather than the irot actually required* The OfTASS «rs not l$*iiait«e*s of 
fteds In a legal sense, brewer, ttea$y are IJUdteiiasss in a practical sosse, 
beea&s# exceeding the OFTAKS at tbs IMlv&cIsi&l ship laws! could came the funds 
controlled by the type commSor to bsesse over obligated ,2c 

Tbs ships’ supplies sad equipage feeds are used to provide slsailtarw 
esttsly for the operating; cost® of coriScrAblee used la dsy»’to-.day «iadnt«najsce 
and sp sr stisB, for pilotage, wharfage, tug sonriee, telephone service, repairs 
to ships vehicles aad office lsbor»sftvinn equipsont, for replsuseseat of lies* 
of equipage, plus g&inisirdng prescribed levels of inventories m all ships 
except tenders, repair ship*, and fleet issue stiips* 2 ^ 

The initial allowance of repair parte for new ships and nm aquipamts 
installed daring: the life of tbs ship, are- charged to fund® gsmted to the out~ 
fitting or Installing shipyard, by the Bureau of Ships. Su bs s q ss n t replenish* 



Comptroller asreaft, TgltBie S (Supra , p. 9), par®, 08202H1.0d2<Sil. 
S tnerlsu of stock l\ttsd« in the B^ertecnt of yens® (Supra , p* 1), p. h, 
g %avy - ctptrollcr lisnasl, Voltm 8 (Supra , p. ?), par. 032201, 
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aent of part* uaod and increases in allowance nuet be paid for by the ship. 

Thai supplies and equipage funds alloied to the type cosssender represent 
the consosaer fund# of the stock ftoS/consnsser fund concept. The terse supplier 
end equips^ funds, operating funds, and coneusaer funds are analogous and vill 
be used interchangeably in this paper. 



CHAPTER III 



THE HIOBLEM AREAS 



The basic problem area in the current stock fund/consumer fund system 
arises from a condition that has existed for some time and can be expected to 
continue— limited consumer funds with which to maintain and operate the Navy. 
Under the present funding system, the ships * OPTARS are required to finance 
both day-to-day operational and maintenance costs and prescribed levels of 
inventories. However, the funds provided are not adequate for both purposes, 
and herein lies the heart of the problem. 

If the ships are to carry out their operational commitments, the oper- 
ating costs must of necessity have first priority over available funds, and 
replacement of inventories suffers accordingly. Some of the results of this 
practice are described by the following comments from the Commander in Chief 
U.S. Atlantic Fleet: 

The insufficiency of Supply and Equipage funds with which to buy repair 
parts for inventory afloat has now become critical and will hamper oper- 
ations even more seriously as current inventory is further eaten down. 
Three principle facets of the problem which are products of the existing 
S&E funding shortages are indicated below: 

a. Readiness of the fleet is being progressively degraded by the grow- 
ing shortage of repair parts and equipage, and to a lesser degree, con- 
sumable material aboard ship. These shortages result from insufficient 
S&E funds to procure the required inventory to fill allowance and/or meet 
minimum levels of support established by the Fleet Commanders. ... Fleet 
allowance and equipage deficiencies can be expected to reach a magnitude 
of 22.5 million dollars by the end of FI 63 unless positive steps can be 
taken to prevent such spiraling deficiencies. Fleet authority to transfer 
funds from other budget projects into S&E has been rescinded. No relief 
can therefore be obtained through this budgetary device. 

b. An accurate picture of the situation is difficult to obtain. . . . 
There is no practical cost accounting method available to determine the 
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"mix** among the uses for £&£ funds, and to establish the true rate at 
which operating costs are accrued. Under the severe pressure of insuf- 
ficient 0FTA8S, ships are forced to consume their investment in allowance 
list material to sustain operations. During fiscal year 1963, the fleet 
is being funded at a 66# level of its stated requirements for operation*. 
... In addition to a continuing reduction in the material readiness, 
d« rand data is being understated to the supply system. Thus the fleet is 
not only faced with a situation undeimniag its ability to perform, but it 
is also presenting falsa indications as to true costs being incurred, 
which can only aggravate the situation further In subsequent budget cycle*. 

c. Present accounting procedure* prevent the free flow of material 
from activities ashore to the Fleet and vice versa. These procedures deny 
afloat units the material already in the supply system, and needed to per- 
form assigned missions, bat unavailable bseaase of lack of S&B funds. to 
the other hand, it encourages the retention of material not required for 
current operations because of the low ratio of credit to initial purchase 
costs, . . , Additionally, towards the end of each Fiscal Tear nary 
benafid© fleet requirements arc cancelled because and use funds cannot 
be obligated for these it©** before the md of the Fiscal Tear, Procedures 
such as these described are both antiquated and unacceptable to modern 
standards of material aaaagement.l 

The conditions described by the above eoaasenis have been verified and 
further amplified by the General Accounting Office. 2 to nineteen of the 
thirty-on® ships visited, the General Accounting Office found shortages in 
ship repair parts-, electronics repair parte, and submarine repair part* amount- 
ing to about $h00,000. 

A review of 1,775 line-itea shortages disclosed that 1,223 of tbaa had 
zero balcacco on the ship® md that sufficient quantities for 1,031 of 
the 1,775 items, and 606 of the 1,223 items, were available at the Bavy 
supply sources at the ships* hone port. Consideration of the quantities 
available at other supply source* would greatly increase tha number of 
lins-itea shortages that could have been filled. 3 

This review led the General Accounting Office to the conclusion that 
there vers sufficient quantities of material available in the naval supply 
system to mot mat of the ships* requirements, bat the ship could not 
requisition the material because of insufficient consumer funds.** 



Hl.S., Cocwsndar in Chief U.S. Atlantic Float, Latter (Supra , p. 1). 
Review of Stock funds in the Department of Defense ( Copra , p. 1). 

3 Ibid. , p. 27. fclbid. 
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Thu®, both the General Accounting Office end the Ccesxa alar in Chief 
n.3. Atlantic Fleet identify the shortage of consumer fund# with \;hlch to bqy 
material# from the stock fund as the irradiate cause for inadequate inventories 
aboard ships. Both sources also consented npm the fact that soet of the re- 
quired material exist* in the supply ayxUm, bat the ©bios are denied the use 
of the material because of the roquireissni to bay it trm the stock fund. 

This implies, art least, that the stock ftoVconsiwer fund agretosa itself 
aggravates the prebleia, and to #cw*e extant it does. 

In the Sissy material classifications system, 

... jsost cognisance categories include Items which ran**© in character- 
istics frees frequently issued "best sellers* to non-roving insurance 
items; fross its*# which are stable in design to those euttfect to Chisago 
end obsclesaenecj fro® "hits and pieces" widely used in saint sman-rs work 
to equisssents issued only i» fulfill Bureau-directed installation prosranoj 
fro r common, consumable hardware worth a few seats to extremely cy.pcm.ive 
repairable assemblies. Despite this range of characteristics, Jaoai Xesy 
decision® t© stock fund item# of supply have been aade cn the basts ©f 
entire categories of material managed ty supply demarsd control points. - 

This stock funding policy has tended to magnify the cons tsser fund 
problem. The »r« itema of material that are carried in the stock fund, the 
»ore ©cRUHNapr funds the ships moat 'have to obtain the materials thay need. 

Also, when high cost itsssa and lies# of unpredictable doaaod, such m inmraaee 
items, are carried in the stock fund, ary sudden or mforssea ine reams in 
usage result# in an imadiate "equees-.e* on the ships 1 OFC&tS. Conversely, 
when thee© itana are cot carried in the stock fund, change# in usage rate d© 
not affect; the ©PTA8S. So the stock fund/ consumer fund system, as presently 
applied, not only increases the amount of consunor funds required by the 
ships, hut it rakes these funds mch mere vulnerable to unexpected demands. 

Another ccmron ocasplaint against the current ay steei is the fact, that 



%*3., £«y hepartasfit, Office of the Sesretasfy, SatfUrr Instruction 
TD.h ©f & August 1562, p, 1, 
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type ecwnanders* allotments do not receive foil credit for aaterial turnsd in 
l®' th® si iip». The credit policy of the stock fund Is to grant credit only for 
the value of returned material which 1* not in excess of system requirements, 
as determined tgr the cognisant Inventory Control Feint#/’ 

Under the prawnt agrstes, the ships met Mtlnste end x^a? for material 
repair emnts , often time, fur in advene* of actual use. Changing cocdlilcm 
change requirements, and materials purehesed in advance to meet requirements 
that do not mterialiao become excess. These same conditions create excesses 
in total aystoa stocks, and nany of the Itesa that are *xeeos to the ships art 
also excess to the total eg stem, T tera, the ships cannot obtain credit for 
these itess when they are returned t® the supply system. The net result is 
that operating funds are tied up on excess stocks while current- requirements 
cannot ha not. Her® again, the ays taa contributes to the probleis. 

However, m will be discussed in more detail in subsequent chapters, a 
change in the funding system* as has been proposed,? will not, in itself, 
reduce the over-all cost of material required to jsaintaia and operate the 
ships ef the fleet. The question that must be answered before & solution 
to the problem tm be found ie: vhy are eonsuwer funds ia&5equ&ie?S 

Two factors that have a bearing m this aspect of the problem ware 
identified ty the Cossaander in Chief TJ. '• Atlantic fleet. 

first, the practice of the aldpa naing up alloamioe list mterial md 
not replacing it tend* to present a false picture of the true coats actually 
being incurred. Hinder the- present funding and accounting system, the material 

disbar, op. clt ., p, hi u 

?3#e* CoBiwinder in Chief U.S. Pacific fleet, Letter (Supra, p* 1), and 
HevXew of Stock Fonda in the Department of Oefense (Supra , p, 1), p. 31. 

%.S«, rcpartwnt ef the Navy, Office of the Comptroller, letter of 
17 Kay 1962 to the Chief of Naval Derations. 
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is charged to the ships 1 0PTAR3 at the ti&e the material is Issued to the chip, 
instead of adsan actually used. The charge is reflected in the official account- 
ing records at that tine. Therefore, tho value of the material ’ised by a ship, 
but not replaced in the inventory , is not reflected as a charge to the OFTiUl. 

The value of such material ia reported to the type coRGnander# either aewthly 
or quarterly, as required, ©a the working capital reports,? hut this is the 
only accounting nads of the true cost ef operations. This deficit in inventory 
is recognised end budgeted for by the fleet and type oemeader* each year, but 
the official accounting records do not reflect this requireaent. Consequently, 
higher review authorities and the Congress have taken the view that since these 
inventories were not replaced they were not actually needed , and the funds 
required to replace ihest have not been provided, 10 

Second, the present afloat accounting aystem provides the fleet and type 
cammx&cra with dollar data on ilia arterial issues to the ships end dollar data 
on material issued from the ships 1 storeroom far uaa,^ bait it docs m t pro- 
vide a isreakdetm of the type ef saatorial issued, or the purpose for which it 
is used. Consequently, they cannot adequately distinguish between opereting 
costs and aaintensaeo costa. In other words, the fleet md type cocaandera 
have no way of deteraining what it actually costs to **&intata or operate a 
ship of a given type. 

This places the fleet esewenders at a disadvantage when preparing and 
justifying their supplies ©ad equipage budgets. As a result, these budgets 



' *n«vy ♦^trailer Kaoaal, Totes 8 (Sugra, p, 9), par, OSbl&L. 

lOCajytain ¥,*£. Gres#, USS, GwaptrelXer, Bureau of Ships, in a speech 
to tbs Kavy financial ftamgmm t Glass, The George Washington university, 

10 April 1963. 

13jg# vy comptroller jleeseal, Velar* >3 (Supra, p. 9)» pars. Q8h357 and 

051161 . 
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ore submitted not <ta planned program, but as eatiaateo^ 2 vhich are difficult 
to support and defend. Since % hey art* turbinates, t)Mf ore subject to cere 
critical review ty the reviewing authorities. 

Closely allied with. Kid contributing to the inability to detensine 
actual costs and predict fhtare requirsacaita is the lack of a uniform planned 
maintenance program. This lack of a planned program contrlhtttos to the sup- 
plies and equipage funding problem in two ways, first, in the absence of 
such a program, maintenance la frequently not planned ahead, but perforated 
more or less on an ®as required* basis, to this basis, it is very difficult 
if net impossible to predict future parts and funis requirements with any 
degree of accuracy, Second, in the absence of a planned sateteaaac® progra* 
for now equipments, repair parts are provisioned on the basis of engineering 
eatissates of failure rates said wicertain raifstorancc policy, 13 The Initial 
allowances of repair parts are furnished to tine ships on this us ss© basis, 
and when these estimate* prows to bo wrung, the ships mat fund the addi- 
tional parts inquired from their, already inadequate, QFfMS. 

The supplies and equipage funding problem is farther complicated by 
the %»teriaX failure, unreliability, and high operational aex S rjsdntmsnm 
coats thought about by old ago of most of the ships of the fleet. As 
those ships become older the failure rata of m&ehlxmxy and equipment increases, 
and a proportionately larger amount of funds is required, each year, just to 



320.S,, topartmsnt of the Havy, Office of the Chief of Haval Operations, 
Intra-office j^Wsssdaa from OlUiUC to GP-90 m timomgmmt af the Jfasy Supply 
System, 15 Juno 1968, pp. 2-3. 

^Ibid., pp. h«5. 

Congress, House Coi»sittee mi Armed Services, Heport of Special 
tobwGonrsittco on Composition of the Fleet and Block Obscloscence " W ' 

mw a r g m^^n p 1 ; a r^ ,7W,T:w:~ — * 
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keep then operational. Under the level budget philosophy that has prevailed 
for several years, this steadily increasing maintenance cost has a "shrinking" 
effect on the supplies and equipage funds. Here again, the lack of a planned 
eaintenancs program and the inability to distinguish Maintenance costs from 
operational costs further aggravate the problem. 

•V ppreximabely three out of four ships of today’s fleet were built under 
World War II programs with capabilities designed to meet the World War II 
threat. "1*5 In order to make these ships effective against today’s threat, 
meay of them have been modernised and refitted with newer and more complex 
armament and equipments. These new equipments invariably require a greater 
number of repair parts to support them, and at a much higher cost, for 
example, a World War IX light cruiser required an allowance of hhOO electronic 
repair parts at a coet of $33,609. This same ship converted to a guided mis- 
sis cruiser requires an allowance of 10,000 electronic repair parts at a cost 
of $300,000.^ Although the initial allowance of parts is financed from funds 
granted to the processing point, the ships* CHARS must pay for a larger num- 
ber of more expensive replacement parts when these parts are used. This takes 
another "bite" out of the 0PTA85. 

Further complicating this part of the problem is the fact that maty of 
these equipment© are new developments, being Introduced into the fleet for the 
first time, or they are new modifications of previous designs. They frequently 
have not been tested under actual operating conditions. When placed in use, 
parts fail that were net expected to fail, and others have to be replaced at 

iSlbiti., p. 72ii8. 

Havy Separiwssi, Mavy Management Office, Study of Wavy 
Organisation for Electronic Hatters , June 1962, Appendix W »" " 
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* faster ret# than expected. Tha •hips* GJTA33 must bear the added expense. 
These saue conditions apply to the new ships bcin^ added to the fleet, bat to 
an even great ar extent. 1 ? Hot only are the weapon. ay stews and supporting 
equipments now, bat frequently all of the ship*o machinery ia new or a aodified 
design, and the added financial burden of ‘'shaking down" and operating the new 
ships is inore pronounced. For example, the 0FTAE required by a Polaris sub- 
marine ia eight tices as large as that required by a conventional submarine. 1 ^ 

All of these factors, older chips wearing out and requiring progres- 
sively larger amounts of naaintenance funds, wore complex equipment# containing 
greater numbers of score expensive parts and components, and new ships and 
equipments entering tlxe fleet, are things which can be expected to occur. 

They are not hard to visualize, and it is not difficult to nm hew they can 
increase the cost to maintain and operate the ships of the fleet. Bat, to 
predict, in advance, when and to what extent eld ships and equipment will 
require repairs, or how many expensive parte and components will have to be 
replaced in new and unproven equipment is another matter. These are things 
which the ship# and fleet end type commanders cannot control and cannot 
predict with ary degree of accuracy. To convert these uncontrollable uncer- 
tainties into fir® dollar budget# that can be justified and defended before 
the various reviewing authorities and the Congress is next to impossible. 

There la one other factor which adds to the supplies and equipage 
funding problems . As stated above, accurate prediction of funds required for 
ship maintenance and operation is next to impossible. 



^The above comments are based on personal experience aboard a converted 
destroyer and discussions with Supply Officers who have recently returned trm 
duty aboard new guided ssissl* frigates, 

IScross, o^. oit . 
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Furthermore, retirements szri priorities chaags constantly after the 
tm As have hem alloted, especially because of such world event a *0 the 
&mm, Lebanon, and Berlin Crises,^ 

X wore recent exaspic of events that can radically change operational require, 
csent® ia the Cuban crisis that occurred in Catcher, 1962, 

Y*t, the £ imda allocated to the Bureau of Ship# and nit >* v Piloted 
to the type coBsaanders are legal notations of funds, which do m >- -wide 
fee these fluctuations In requiressents. 

thus tb* ship* and fleet and type eorsftanderc are presently in an union, 
able ftaadinp citation* the factors which dotevnina future fund® requirements 
cannot be accurately predicted, are frequently uncontrollable, and are subject 
to constant change, while the funds provided to sect these requirer»nt3 are, 
for all practical purposes, fixed dollar ceilings. This is the dilsnsa which 
has forced the ships te use up their teventories without replacing then, and 
resulted in the deterioration of fleet readiness. 

This problem and the naaersas factors which have produced it are the 
things that ssisi be dealt with If the fleet is to be maintained at an accept- 
able level of readiness. In the asset chapter sese of ths actions taken mS/or 
proposed to alleviate this problem will be discussed. 



p. UQ. 
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The problem areas identifies ia the previous chapter ere not recent 
d<milopasni3, nor hast they gone snreca$aisad. To the contrary, a lot of 
effort baa been devoted to studying the problana and developing proposed 
solutions, &o®e of these proposals are in the process of being iHplmeaisd 
while others are still in the diaetMW&oa and evaluation stages, Bernese of 
their isspsot upon other proposal* still under consideration, those approved 
for in?)l«a6ntation will be briefly dtsatssed and considered first, 

Experience and a Xavy review of stock funding problesci have led to the 

publication of revised criteria for the exclusion of Itonsi fr©a t!w Kavy Stock 

Fund*. These criteria are quoted in pertinent part® belsw* 

ltm.9 which mat mo or store of the foilswing criteria will nermliy be 
excluded trm $*vy . . . Stock funds, , . , 

a, Item assigned for invmtoiy to tfavy Bureaus. These ores 

(1) Itesss in ft research and development stage; 

(2) Ito&a far which budget and procurement requirments, quality 
control and/or asaierwent to use require continuing logistics engineering, 
or fiscal adwinistratlon and control at either the dapavtMKt or service 
level; and 

(3) Ifcewft procured and issued for specific installations, md not 
plamcd to bo replenished and available for fjoneral use, 

b. Item wfeoo« future soles are mt likely to ssaintain the Stock 
Funds* revolving nature by return of the stock invoatmnt. Sample* are 
lnawmea item with a high cost inventory investment end littla prob- 
ability of dsmnd* 



•Mi.S,, :;avy DepaHasent, Sacft «v Instruction ?H3,h, o;>, eit . 
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c. I tees stibject to high rat*# of obsolescence. 

d. Items which are repairable and %?hich, when replaced, are to be 
exchanged or retamed by user* for Induction into repair program. 

e. liens which cannot be assigned a firm standard price ixsiedlately 
upon entry into inventory or within a reasonable period thereafter. 

f. Iteas which are subject to rapid design changes, regardless of 
whether in the research and development stage or in operational use. 

g. Iteca which, if subjected to a funding constraint at tiae 
level, could result in unacceptable risks to personnel or equipment a. 

h. Items of high coat which are locally mipredictable in demand end 
the acquisition ©f which at the consumer level would place an inordinately 
heavy burden on operation allotments. Items of this nature should be 
determined only after full consideration of the other criteria listed 
above. 2 

A CGcrdttee in the Bureau of Supplies and Accounts is currently working 
on the implementation of these criteria. It has been estimated that close to 
B0$ of the itcas on a ship’s allowance list are of an insurance nature, then 
this coEsaittae completes its work in June or July of 1963, a significant per- 
centage of allowance list itcas now stock funded should be transferred to 
appropriation funding. 3 

The degree of relief that will accrue to the consumer funds by appli- 
cation of these criteria will be directly proportional to the extent to which 
the "problem* items are removed from stock fund financing. As items are 
transferred from, the stock fund to direct appropriation funding, the procure- 
ment appropriations will have to be increased accordingly. Since the con- 
sumer funds will also be relieved of the financial burden of these lierss, it 
is quit© probable that a corresponding decrease ■will ultimately be wade in 
operation and maintenance funds. However, the ships will no longer have to 
pay for replacement of high cost Insurance itees and other high cost items 

2lbid . 

3u.S., Jfavy ihtparteest. Bureau of Supplies and Accounts, Staff Study on 
fleet Supply Readiness Jobless (ur.publishsd ) , Kerch 1963, pp. E-J." ' ^ ” ,r ' 



which are unpredictable in dcssand and idiah place inordinately heavy bardena 
on operating funis. Sudden and unexpected increases in usage of these Items 
will no lease? affect the «M.ps* 3?TA2?S« Tha real relief that will accrue to 
the ehips will be in the fora of acre static, predictable, end manageable fuada 
requirements. 

la the rwdntonfince ere a, a Standard Ksvy Maintenance Mansr,«*aent System 
ie being developed for irpltrant&tioai beginning in July 1963.^ Thi# wainte- 
nance managesse&t arystesa is set sufficiently developed to be discussed in 
detail. However, a brief description and speculation of its future implica- 
tions is deemed appropriate. the proposed system provide# for a et&odard 
aaintsnaM*® plan for each piece of shipboard tsaehlaery and equipment and a 
standard system for reporting maintenance and repairs perforated. Each ship 
will be iurnisfeed a dock of cards containing; the pertinent stale tariaaes and 
repair data fur each place of inatallsd aachiaeacy and equipsaeat. Preventive 
Baintonancs will than fee perferaed according to a proscribed plan for each 
piece «f equipment * Theoretically, at least, all equipments of a given type 
win receive the came level of aaintet wroee at prescribed interval*. 

Through the standard reporting system, m&intensnc© and aachineiy 
easuliy report* will be forwarded through the varies# levels of na«tag*i»sitt to 
a central reperting center. 5 Through the use of sodom data* prooenaing equip- 
ment, detailed sgaintonance and casulty data can bo accumulated and analysed 
to determine cause* of eqoipgmt failure# and provide a basis for predicting 
future earistananca requirement®. 

The naiuteeaetce mane#eeer.t system is based on a KedLstenanes system that 

^U.S., Hasy Department, Office of the Chief of Havel Operations*, OilitV 
Instruction 1700. 16 of 3 JSsroh 1963. 
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vm developed and It currently in use aboard an Atlantic Fleet destroyer. 
Present plans provide for installation on all destroyer type vessel* begin- 
ning in July 1963 with ultimate installation on all flout ahipa by February 
196S. 6 



Vhile the full advantage of this raaintenance management program say not 
be realised for several years, it will ultimately play an important role in 
the funding of shipboard ciaintenance requirements. When the planned mainte- 
nance program is fully implemented and the reporting system begins to provide 
the necessary "feedback", Mavy management levels will have a more firm basis 
for predicting maintenance requirements. 

Looking further into the future, it is expected that analysis of fail- 
ure and usage data provided by this system will enable the Kavy to develop 
more accurate and realistic allowance lists of repair parts to be carried 
aboard ship. As stated by Vice Adndral Sylvesters 

• . . our allowance lists will more closely relate the criticality of 
parts failures to equipment and the effect of failures on the ships* 
mission.? 

An ineight into the future role of the maintenance management system 
in the repair parts problem is contained in the following statement! 

v?e arc emphasising, ... that both the engineering and the supply 
organisations sssst complement each other's activity extremely closely in 
the use of stock status, failure and usage data. Repair parts and com- 
ponents corae only at great cost after austere financial review. ^ 

Since Kerch of 1962, three separate proposals to change or modify the 
current system of funding shipboard inventories have been submitted. These 



6 Ibid . 

?Vice Admiral John Sylvester, TJSU, *U.S. Davy Maintenance Management 
Coals - 1962 through 1967," An address delivered to the Department of Defense 
Maintenance Management Conference, 5 December 1962, p. 6. 

%bld «, p. 8. 
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proposals will be discussed is the order subeslttad. 

The first psxjposal war sutes&tted ly the C a len dar in Chief U.S. Pacific 
Float in Ha vdh of 1962, Pertinent parts of this proposal arc quoted below t 

2. At tile C*s*san^«r in Chief $.3. Pacific float Type Scr^aander 9 ® 
Cenfarance cea 1? f ebruasy, there was anpllfied discussion of the proposal 
to carry eiiipboard stocks of eeeeosaibles and repair parts in the Snoy 
Stock Account. In view of the serious inadequacy of funding for this 
category of mterlal, GB&t&CWt feels that early action to adopt any 
procedures which will iapreve material readiness is warranted. It is 
felt that the procedure of carrying this material In ths Sawy Stock Account 
will assist in providing ttxely data as to ctrwas^tioo of material and will 
thus assist in supporting budget presentations for adequate finding. 



*», Ths advantages which' will accrue ttm adoption of the proposed 
procedure sosw clearly to outweigh potential disadvantages. Accordingly# 
it is requested that the Chief of ^swal Operations initiate action to 
convert the inventories in ships with cesiiral storcrooca te the Hawy 
Stock Account, Class 207, end to provide for these ships to procure, 
stock end eatpead sartorial as now prescribed for tender* and repair 
ships. . * . ’ 

This proposal was initially presented at a Cssswnder Service Forces 
Joint Conference fcy Rear Ads&rol S.F. Ktsiager, SC# B58, Sopjly Officer# 
CeMrander in Chief !?„$• Pacific fleet, end was the subset of ca-asiderabl© 
discussion prior to its fomal rabrlsstan. The conference report listed the 
follewins advantages to each a procedures 

To iss the cost iaposrtaai sd vswt wg s is that this fteitaa will enable the 
ships to cany on hom'd ths item* needed to stay at sea. This is not 
possible now, bat stock finding will jusks it possible. 

Second, this will taprove available luww&adge as -to true (^netsaption 
rates and true requdreawaats for ssbilisation and for budget purposes. 

Third, it will eis^llfjr the work aboard ship and it will reduce the 
workload ashore. 

Fourth, it will eliminate the "end of the fiscal year* problem which 
now prevents ships fro® replenishing in an orderay manner. 

Fifth, operating funds will be used for operatic end will not be tied 
up in inventory. 



^tf.8., Cosanaacler in Chief U.5. Pacific Fleet, better (Supra , p, 1}. 
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Sixth, it Kill eliminate tfte current eerioua problem of erroneous 
charges to OPTAT^S and Type Coaaaerider Allotments. 

Lastly, as a general abeervation it will put us on a busi.mes-.UUco 
basis with good g^agsasnl control of our funds and inventories . IS 

Fron a fleet viewpoint tbs stock funding of imrentoriea aboard tenders 
and repair ehips has proven to bo successful as indicated in the following 
statement by Admiral Meteger* 

It is interesting; to note that, itdle this action was taken as a sort 
of a neasor© of last resort, the results have been outstandingly sooesao- 
fal. It is in this segment of the Hoot that we have ;u> trouble with 
availability of repair parte. H 

As was to be expected, tbs proposal to extend this eyoteo. to the 
coabaiarst ships ast with {considerable centrovcray md produced atom equally 



ispreusivo disadvsnis^os against which tfceso advantages turn t be weighed. 

It is generally aakneeiedged that this procedure would initially pro-. 
vide the necessary range and depth of required material aboard ships with 
central atorerocas. Sat it would not salve the problem for a auaber of waller 
ships. Including sans* destroyer types, submarines, and other vessels without 
central otorerooess.l^ 

There is also seusa reservation about the ability of the stock fund to 
support ships* allowances an a continuous basis. The redistribution of stock 
fund invests sy to the shipboard level would reduce the depot inventories ua- 
leas additional stock fund taoney could be obtained to replmiafe thorn. Esspc-. 
r tones with the shift of tenders and repair ships to stock funding does not 
indicate that the Department of Sefsase or the Bureau of the Eudget would 



Report of Cmsmode? Service Forces fsclfic*€s«iMad«r Service Forces 
Atlantic Joint Conference, San Diego, Califomis, 1 9~2h February 1962, 
Agenda. Item 7*. 30, p, 13. 

u m, p. 12. 

CteMBcttar Sendee Fores Atlantic fleet, Letter aerial *>^3068 
of 13 April 1962. 



consider this * valid basis for the apportionment of additional funds to iha 
stock fund.^3 

The stock fund had to absorb approximately 010. million r squired to 



meet deficiencies in the tender and repair ship load lists. On this basis the 
deficiency in funding problem is not solved but shifted frees the concroner funds 
to the stock funds. Unless the stock fund tats sufficient funds to replenish 
stocks and procure the new items entering the system, the required material 
will still not be aboard ship where it is needed. Another factor contributing 
to the hesitancy to tie up stock fund coney in chipboard inventories is the 
epportioniBeni controls presently exercised over the stock fund. As reported 
by the Senate Armed Services preparedness subcommittee 1 

The imost frequently cited obstacle to a more effective use of the stock 
fund is the difficulty encountered under the present method of apportion- 
ing obligations! authority in order to procure stocks on an orderly and 
ttaely basis to smt customer denands. Situations have developed in the 
past where prompt proeuresrseat authority n oeded by the stock fUao manager 
was not available to acquire jaaterial to satisfy customer-Ainded requi- 
sitions. This was brought about ftp the need to seek apportionment tvm 
the r«p*rtasan.t of Defence mad the Bureau of the Budget. This Interferes 
will; roper supply support.!^ 

Other commJff- swsntioned disachrantagoa such as the probability of ships 
over-stocking, further redactions in ships * ojjeratin^ allotments, loss of 
control of inventories ty fleet and type comaaders, ami increased control ty 
the casptrollsr types can bs ** intelligently debiukt*d H .^ 

However, sore pertinent to the basic problem is the questionj to what 
extent will extension of stock funding to combatant ships solve or alleviate 



.3., tizrp Controller, Letter ( Supra , p. 16). 

Congress, Senate Scsmittee on Araed Services, Report of the 

Freparednsss Investigating Sabconoittes, The Operation of Stock Funds ic the 
military Set ablishRcnt , Both Cong, 2d Ses¥rr'^n^rp^™^* 

^fisher, op. cit., p. *&. 



the problem of insufficient ocasuaHtr funds? SkwxMC, the raatcrial coo echelon 
closer to the end user viXI not increese the site of the CfTATU It will, how- 
ever, set aa a one tiac eu^Bsentetion In that the ships will be able to obtain 
a full allowance of isaterial without charging it to their CPTAS3. This pro- 
cedure will also psrait the Ships to keep a full allowance on board, provided 
the material le in the supply mystea. This would be a distinct advantage in 
cases of national esergeacy. The ships could theoretically, at least, be 
conbat loaded at all tines. 

Another advantage of this procedure, freci tho ships* viewpoint, is that 
0PTA85 would not pay for the material until it was actually drawn £rm the 
storerooms for use. Operating fbnds weald not bo tied up in inventories that 
sight later become osxeas* On the other hand, the loss of funds due to dis- 
posal of excess stock would have to be borne ty the stock fund* This would 
in turn aggravate the funding problesa in the stock fhnd. 

If stock funding is extended to the shipboard, level, tho appropriation 
accounting systea will also be extended to that level. £3h argao to the 0 FW--5 
will then be reflected in the official accounting records at the tlsse the 
material is actually used. This will provide a record of the true costs of 
maintaining and operating the ships. Equally important, these costs will be 
refleeted in the financial end accounting reporting system, and can be accu- 
mulated at desired management levels for budget prepsra tien and Justlfioatlon. 

This system will also provide nor® orderly and accurate dmsmd data on 
ships* reqsire^nfcf to the supply system. limm of shipboard Inventories can 
be reordered as they are used instead of waiting until 0V&& funds are avail- 
able for invmtosy replsniahacnt. They supply systea will feo advised of the 
Ships* reqaiysweata as they occur, and cart nor® accurately project sysrtea 
stock reqaiswasmts. 

Thus, extension of steak funding to combatant ships will not, in itself. 
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solve the problem of insufficient consumer fund#. It will, however, allevi- 
ate the inpact of the shortage of fund# and provide * baaia for sore accur- 
ately determining and justifying fund* retirements. Sut a# long os Material 
and service requirement# exceed the available Q}*TAR funds, there will continue 
to be "circumstances where inventory needed for use is available in the stock 
fund but co nsaaer funds are not available to buy it 

This vaa one of the conditions which led the General Accounting Gffioe 
to propose* 

. « . that the Secretary of Defense have the Military departments 
discontinue the us© of consumer funds for repair part# and ether material 
at the corabat sad combat support levels.^ 

Since the adoption of this proposal would require certain change* in 
providing the funds for procurement purposes Uwy further proposed* 

. . . that the Secretary of Defense either (1) provide that censusicr 
funds for repair parts and other combat naterlel remain at the department 
levels rather than be allotted to and through the various eosarand strata 
and that the procuring activities be reimbursed from these funds as 
aateriel 1® issued to users or (2) eliminate completely the use of such 
consumer funds for repair parts and other combat nateriel a ad have this 
materiel financed by annual appropriations from the Congress. ^ 

The Department of Defense rebutted this proposal with the following 
statements 

1. with respect to the portion of the above recc^nendation which would 
eliminate the use of consumer funds completely for these items and have 
the procuring activities request annual appropriations frora the Coagres 9 , 
tbs significant accoKplishr.cnts experienced under the use of stock fends 
do not warrant tho general conclusion that a system of procurement through 
annual appropriations should be substituted. Through improved supply and 
financial aaaagewset, stock fund inventory was reduced each year firesa 1957 
to 1961 with a total reduction of $b.2 billion. Inventory reductions 
occurred threu# the disposal of exceases and the use »f steck fbnd 
malarial in long supply without replacement. This has resulted in cash 
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return to the Treasury or transfer* to other appropriatiaaa In the amount 
of $5*2 billion since inception of stock fund*. 

The above proposal is an&lcj.*ouo to the as^ropriation purchasoe account 
qyrt*K the Navy uses to fund serological, aeronautical, and other special 
material. It is also favored by soc» offices of the U«vy Depart swat. for ftod- 
lag other technical repair parte and Insurance type technical s»terials.^ 

Aa the revised etock fuad criteria previously discussed 2 '*- are applied, «oro 
and core Bavy ratorial idll be funded in this wanner. for these reasons so m 
of the advantages and disadvanta^ea of this rssrthod of i'mdU&s will b® pre- 
sented. 

Proa the point of view of the ships and fleet and type ecEssenders, this 
system provides the most fleadbility and readiness capability because material 
nay be requisitioned on the bosia of computed requirements, without financial 
constraint. This ^rste® is sore responsive to ©urgencies and fluctuating 
requirements, where the seterial ie In the supply system, because there is no 
necessity to obtain additional funds prior t® requisitioning the aaterial. 
Since no financial control is imposed upon vmment between depot ©ad ship- 
heard levels, positloainf of material in th* supply sy stars 1® facilitated by 
this systess.22 The ahi pboard paperwork sad accounting functions ar© decreased 
because there are no &PTAH records to oainiaia. This method of funding would 
also reduce the necessity for repair parte to compete with other i^ateaaao© 
and operations costs for the scarce OFTAB dollars. 



Ifepartauat of Defease, Assistant Secretary of Defense, Gacp- 
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There are also certain disadvantages to this system, particularly from 
a asnage^wrst viewpoint. Since decisions to use or obtain eatarial are not 
subject to financial constraints, the incentive to conserve material resources 
Is not as great os it is under a consumer fund aysWu There are saany people 
who would argue that this Is rot the esse, bat from personal eopcriencs, the 
writer has found this to be a valid statement, 

1« a result of the general atssosplxjre rurreunding a iVse issue sgrsten, 
financial inventory acceantirc is not generally as reliable as under stack 
funds. “This has been repeatedly dKeorjatrctod where material has been trams- 
f erred fro® appreciation to stock Stead financing. “23 ‘4iil», at a given point 
in tie® it may appear that wore material resources are available to the and 
user under e free issue ays ten, this is not a system wide condition. Such a 
system does not increase total resources sines thsse are fixed by assets 
owned, or, order, and financed under congrcasicrially sjpprsvsd budget pragmas, 
regardless ef the nanagc&eot *yst«s. Thus, <yjtcrisl requisitioned 'y a user 
in excess of rsal needs any result in total system shortages,^ 

likewise, easier© prccuressent appropriations can and do result in 
material shortages at the cud user level that have the same net effect as a 
shortage in oonajesor funds* Tbs writer rsmenbera quite well a severe shortage 
in aviation repair parts that existed in 1931 and 1953 as the result of budget 
cuts in the procurement appropriation. 

The appropriation free issue systvss. is not s cure all for a shortage 
of consular funds. This system will provide nore flexibility at the end user 
level, and to the extant that aystea stocks can be sssintainad at the required 
level, it will remove tbs problem from the fleet* 29vw ever* unless adscp&is 
procurssw£ni funds are provided, system shortages will develop and the en d 
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result to the fleet is the same. The required material will net be available 
when needed. 

A third proposal affecting the present stock fund/ consuasr fund syote® 
was prepared by a Department of Defense forking Croup and submitted by the 
Assistant Secretary of Defense, Comptroller. 25 This study encompassed the 
operating fund/ stock fund problems of the entire Defense Department, and is 
much broader in scope than this paper. However, certain of the recommendations 
submitted are pertinent to the subject of funding shipboard inventories. They 
will be discussed only to this extent. 

To provide a basis for item identification according to material manage- 
ment requirements, the working group recommended establishment of the follow- 
ing definitions for use throughout the Department of Defense? 

I. Item Definitions , . . . 

A. Principal Items . End Items and Replacement Assemblies and Parts 
of such ikporEj^ce from the standpoint of military essentiality, signifi- 
cant economic impact, or extreme variability of demand, that management 
techniques require central item control of inventories throughout the 
supply system and a frequent and detailed examination and analysis of 
the factors, allowance and other criteria used to control issues, and 
requirements determination and supply and readiness status analysis. 

B. Secondary Items . End Items, Replacement Assemblies, Parts and 
Conaunables" 'tViat are centrally managed by establishing station, ship, 
or base, and depot stock levels and using net issue experience in fore- 
casting replenishment demand. 26 

Using the above definitions as a bass, the group recommended that 
material be included or excluded from stock funds in accordance with the 
following criteria? 

IX. Stock Fund Criteria . . . . 

A. Inclusions - All secondary items except fort 
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